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NOTES ON CMU JOB DESCRIPTIONS 
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DATE: September 19, 2002 

TO:   Phindile Nzimande

FROM: Thelma Triche 

SUBJECT: NOTES ON JOB DESCRIPTIONS SUBMITTED BY 

PADCO/USAID TEAM ON SEPT. 18, 2002 

These notes refer to the job descriptions for the following nine CMU positions that were 

revised/drafted during the period Sept 11 – 19, 2002:

Á Executive Director 

Á Legal Counsel 

Á Director of Contract Management 

Á Contract Manager 

Á Director of Economic and Regulatory Research 

Á Tariff Policy Specialist/Analyst 

Á Director of Technical Research and Evaluation 

Á Needs Assessment Analyst 

Á Performance Benchmarking Specialist 

Basis of the revisions: The job descriptions were originally drafted by the 

PADCO/USAID team in June 2002. The current revised job descriptions correspond to 

the structure and staffing of CMU that were approved by the Mayoral Committee on July 

8, 2002.
1
 The descriptions of the five lead positions, Executive Director, Legal Counsel, 

Director of Contract Management, Director of Economic and Regulatory Research, and 

Director of Technical Research and Evaluation, were discussed and revised by staff of 

CMU and PADCO/USAID team members during the CMU Strategic Planning Workshop 

on Sept. 10 – 13, 2002.
2
 They were subsequently edited by the PADCO/USAID team to 

ensure consistency in terminology and form, and to reflect the relationships among the 

units and the complementarity of roles that were agreed during the workshop. The 

remaining job descriptions for the staff of the three directorates were then revised 

accordingly. Thus, if one of the job descriptions is further revised, changes in several 

others may be required to maintain the necessary consistency.   

Complementarity of the roles of CMU’s units: The words describing the functions of 

each position were carefully chosen to reflect the complementarity of the different roles. 

To ensure a coordinated approach to the CMU’s main function, i.e., contract 

management, it was agreed that the Directorate of Contract Management will assume 

responsibility for managing the process of contract preparation and negotiation and, 

following approval and signature, for monitoring and control of the contracts. As such it 

1 Item 24 of Minutes of Mayoral Committee, 8 July 2002. 
2 Participants included CMU staff: Phindile Nzimande, Prem Govender, Peter Coetzee, Nolene Morris, Ian 

Davies, and Umeiya Majam; Resolve workshop facilitator: Tammy Campbell; and PADCO/USAID team 

members: David Keith and Thelma Triche.  



will be the key “line directorate” of the CMU. All contacts with the service providers will 

flow through and be coordinated by the respective contract managers. While contract 

managers will manage the contract preparation and negotiation, the Legal Counsel will 

have primary responsibility for formulating the terms and conditions of contracts and will 

lead negotiations. Once contracts are effective, however, the contract managers will 

assume the lead in compliance monitoring, while the Legal Counsel will provide advice

as needed. The Directorates of Economic and Regulatory Research and of Technical 

Research and Evaluation will be “staff directorates” that provide expert input for all 

phases of contract management. They also have primary responsibility for specialized 

tasks in contract preparation and negotiation, such as to determine tariff methodologies 

and determine the technical and service quality performance indicators. In addition they 

have lead responsibility for implementing the economic and technical research and policy 

development activities of CMU.  

Contract Managers: Given the CMU’s current work load (16 contracts with a fairly 

wide range of public and private service providers), at least five contract managers will 

be needed. Each one would be assigned responsibility for two or more contracts that 

should be logically grouped. (See PADCO/USAID powerpoint presentation on Contract 

Management Packages, Sept. 12, 2002.) Contract managers should ideally be sector 

specialists with relevant experience in the management and operation of the types of 

services for which they are responsible. 

Tariff Policy Specialist/Analyst:  Two staff positions have been approved for the 

Directorate of Economic and Regulatory Research. There are two types of tasks that need 

to be performed: development of tariff policies and methodologies (Tariff Policy 

Specialist); and the hands-on financial and economic modeling and analysis (Tariff 

Analyst). Rather than divide these tasks between two staff members, it is suggested that 

the two staff members have responsibility for both types of work. There are two reasons 

for this: a good tariff specialist should be knowledgeable about the theoretical 

underpinnings and policy research, and be able to carry out the hands-on financial and 

economic analysis. Given the time constraints under which CMU works, it is particularly 

desirable that both staff members be able to carry out the analysis and interpret the 

analytical work of consultants. However, if need be, the two can be separated: the job 

description for the Tariff Policy Specialist would include items 1 through 4, 10, and 11. 

The job description for the Tariff Analyst would include items 5 through 9, 10, and 11. It 

would be desirable to add an additional duty to the Tariff Policy Specialist job 

description, i.e.: Carry out financial and economic modeling and analysis as needed.  
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CITY OF JOHANNESBURG 
CONTRACT MANAGEMENT UNIT 

JOB DESCRIPTION 

Position/Title: Director of Economic and Regulatory Research 

Reports to:  Executive Director 

Summary Description: Provides financial and economic analysis and formulates and 
negotiates methodologies for setting tariffs and/or fees to be incorporated in the contracts 
with relevant service providers (i.e., service providers which are subject to contractual terms 
that regulate or determine their tariffs or fees). Undertakes research and policy development 
in the areas of tariff and fee determination and willingness-to-pay. Contributes to the 
development of tariff policy. Liaises with regulators and other government departments in 
South Africa to ensure consistency and resolve any issues and conflicts that arise with 
regard to tariffs and tariff setting methodologies. 

Specific Duties: 

1. Define the type, and level of detail, of financial information to be provided and the 
accounting policies and procedures to be followed by the relevant service providers 
as part of the tendering and/or negotiation process and during implementation, for 
the purposes of tariff or fee determination. 

2. Coordinate with the Shareholder Unit in the definition of financial reporting and 
accounting policy and procedures so as to ensure consistency and streamline 
financial reporting by service providers. 

3. Analyse and determine the adequacy of the financial information provided by the 
service providers.

4. For each of the relevant services, develop tariff and/or fee policy recommendations 
that reflect “best practice”, as is appropriate in the context of the Johannesburg 
metropolitan area, to be submitted by the Executive Director to the relevant Portfolio 
Committee Chairperson for Council approval. 

5. Determine tariff methodologies to be negotiated and incorporated into contracts. 
6. Coordinate with the Director of Technical Research and Evaluation in defining and 

negotiating service quality and performance standards and targets so that the cost 
implications are taken into account. 

7. Develop and implement a program of regulatory research to inform the formulation 
and implementation of appropriate tariff methodologies and the development of 
policy recommendations. 

8. For each of the relevant services, oversee the development of a financial model to 
project the revenue requirements of, and the impact of proposed tariff policies and 
methodologies on, the service provider’s financial viability and capacity to meet the 
terms of it contract. 

9. For each of the relevant services, oversee the development of an economic model 
that incorporates life cycle costing concepts to determine the long-run marginal cost 
of the services, for the purpose of informing tariff policy recommendations and the 
determination of tariff methodologies. 
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10. Provide analyses of tariffs, financial and economic performance and efficiency to 
Contract Managers to be incorporated in periodic reports on the performance and 
compliance of service providers. 

11. Report routinely to the Executive Director on issues and developments in the areas 
of financial and economic evaluation, and tariff and fee setting policies and 
methodologies.

12. Maintain professional contacts and institutional relationships to promote the 
exchange of information on the theoretical aspects of, and practical experience with 
tariff regulation and fee setting. 

Management Responsibilities:

13. Lead and direct staff in the Economic and Regulatory Research Directorate such that 
they are able to perform their duties and support the overall objectives of the 
Directorate.  

14. Brief and direct external consultants to the Economic and Regulatory Research 
Directorate so that they work within clearly defined terms of reference and the 
allocated budgets. 

15. Prepare, monitor and control the annual budget allocated to support the activities of 
the Economic and Regulatory Research Directorate, so that expenditures are in line 
with the requirements of the Contract Management Unit. 

(Sept. 17, 2002) 
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CITY OF JOHANNESBURG 
CONTRACT MANAGEMENT UNIT 

JOB DESCRIPTION 

Position/Title: Director of Technical Research and Evaluation 

Reports to:  Executive Director 

Summary Description: Provides technical analysis to support the contracting process and 
formulates technical and operational performance and service quality targets and related 
reporting requirements to be incorporated into contracts for service delivery. Collaborates 
with the Contract Managers in negotiating said targets and reporting requirements. 
Undertakes research in the areas of best practice, benchmarking, and performance 
indicators. Develops performance and service quality policy recommendations that reflect 
“best practice” as is appropriate in the context of the Johannesburg metropolitan area. 
Undertakes needs assessments for each type of public service, and recommends policies to 
address needs that are not being met. Liaises with regulators and other government 
departments in South Africa to ensure consistency and resolve any issues and conflicts that 
arise with regard to technical standards and targets. 

Specific Duties: 

1. Define the type, level of detail, and reporting formats of technical information to be 
provided by the service providers as part of the proposal or negotiation process and 
during implementation. 

2. Analyse and determine the adequacy of the technical and service quality information 
provided by the service providers. 

3. Determine the technical and service quality performance indicators, standards and 
targets to be incorporated into contracts so that they reflect the needs of consumers 
and the Council’s legal responsibilities and policies.  

4. Coordinate with the Director of Economic and Regulatory Research in defining and 
negotiating service quality and performance standards and targets so that the cost 
implications of are taken into account. 

5. Develop and implement a program of benchmarking research to inform the 
development of technical and service quality performance indicators, standards and 
targets; and the compliance monitoring process. 

6. Provide relevant technical information and analysis to Contract Managers to be 
incorporated in periodic reports on the performance and compliance of service 
providers.

7. Prepare periodic reports to be submitted by the Executive Director to the responsible 
Portfolio Committee Chairperson and/or referral to the City Manager. 

8. Report routinely to the Executive Director on the status of all performance indicator 
research, needs assessment surveys and service delivery recommendations. 

9. Maintain professional contacts and institutional relationships to promote the 
exchange of information on the theoretical aspects of, and practical experience with 
tariff regulation and fee setting 

Management Responsibilities: 



2

10. Lead and direct staff in the Technical Evaluation and Research Directorate such that 
they are able to perform their duties and support the overall objectives of the 
Directorate.  

11. Brief and direct external consultants to the Technical Research and Evaluation 
Directorate so that they work within clearly defined terms of reference and the 
allocated budgets.  

12. Prepare, monitor and control the annual budget allocated to support the activities of 
the Technical Research and Evaluation Directorate, so that expenditures are in line 
with the requirements of the Contract Management Unit. 

(Sept. 17, 2002) 



CITY OF JOHANNESBURG 
CONTRACT MANAGEMENT UNIT 

JOB DESCRIPTION 

Position/Title: Tariff Policy Specialist/Analyst 

Reports to:  Director of Economic and Regulatory Research 

Summary Description: Undertakes research and provides analytical support for policy 
development in the areas of tariff and fee determination and willingness-to-pay. Provides 
financial and economic analysis to support the development of tariff and fee setting 
methodologies. Supports the Contract Managers in the negotiation of tariff and fee 
formulae and procedures. Assumes other related responsibilities as directed by the 
Director of Economic and Regulatory Research. 

Specific Duties: 

1. Stay informed about tariff regulation and fee setting theories and practices as 
a basis for developing and implementing tariff and fee policies and 
methodologies (for setting baseline tariffs and making periodic adjustments to 
reflect inflation, exchange rate changes, etc.). 

2. For each of the relevant services (i.e., services which are subject to 
contractual terms that regulate or determine their tariffs or fees and periodic 
adjustments thereto), provide analysis to support the development of tariff 
and/or fee policy recommendations that reflect “best practice”, as is 
appropriate in the context of the Johannesburg metropolitan area. 

3. Analyse the policies and methodologies for setting and adjusting tariffs 
applied by other regulators and government departments in South Africa and 
participate in the development of recommendations to promote consistency 
and the resolution of conflicts. 

4. Participate in the development of methodologies for setting and/or adjusting 
tariffs or fees, such methodologies to be negotiated and incorporated into 
contracts with service providers. 

5. Collaborate with external consultants in the development of financial models 
to project the revenue requirements of, and the impact of proposed tariff 
policies and methodologies on the relevant service providers’ financial 
viability and their capacity to meet the terms of their contracts. 

6. Collaborate with external consultants in the development of economic models 
that incorporate life cycle costing and economic costs to determine the long-
run marginal cost of the relevant services, for the purpose of informing tariff 
policy recommendations and the determination of tariff methodologies. 

7. Analyse or participate in the analysis of tariffs, and financial and economic 
performance to be incorporated in periodic reports on the performance and 
compliance of service providers. 

8. Participate in the evaluation of the efficiency of service providers. 
9. Analyse the economic justification of proposed projects and service quality 

and performance standards using methodologies such as economic 
cost/benefit analysis, economic rate-of-return analysis, etc. 

10. Participate in the design and analysis of periodic “ability-to-pay” and 
“willingness-to pay” surveys of consumers as requested. 

11. Report routinely to the Director on the status of all assigned tasks. 

(Sept. 18, 2002) 



CITY OF JOHANNESBURG 
CONTRACT MANAGEMENT UNIT 

JOB DESCRIPTION 

Position/Title: Performance Benchmarking Specialist 

Reports to:  Director of Technical Research and Evaluation 

Summary Description: Provides technical support in the development of terms of 
reference, scopes of services, and performance criteria to be negotiated and incorporated 
into contracts for service delivery. Undertakes research and provides analytical support for 
policy development in the areas of technical best practice, benchmarking, and performance 
and service quality standards and targets for the various services. Assumes other related 
responsibilities as directed by the Director of Technical Research and Evaluation. 

Specific Duties: 

1. Conduct research and analysis to support the formulation of recommendations 
on the type, and level of detail, and reporting formats of technical information that 
is required to be provided by the service providers as part of the proposal or 
negotiation process and during implementation. 

2. Analyse the adequacy of the technical and service quality information provided 
by the service providers. 

3. Support the determination of technical and service quality performance 
indicators, standards and targets to be incorporated into contracts. 

4. Provide assistance to the Contract Managers in monitoring and analysing the 
compliance of service providers with technical and service quality performance 
requirements of their contracts. 

5. Conduct benchmarking research to inform the development of technical and 
service quality performance indicators, standards and targets, and the 
compliance monitoring process.  

6. Collaborate with the Needs Assessment Analyst to ensure that technical 
performance and service quality indicators are defined so as to measure relevant 
outputs, and that the related targets and standards that are incorporated into 
contracts with service providers are consistent with policies regarding consumer 
access to service and mandated standards. 

7. Collaborate with staff of the Economic and Regulatory Research Directorate in 
the economic analysis of projects and service quality and performance 
standards.

8. Participate in the evaluation of the efficiency of service providers as requested. 
9. Support the preparation of periodic reports on technical performance and service 

quality indicators and their effectiveness in improving service delivery, and the 
development of related policy recommendations.  

10. Report routinely to the Director of Technical Research and Evaluation on the 
status of all assigned tasks. 

(Sept. 18, 2002) 



CITY OF JOHANNESBURG 
CONTRACT MANAGEMENT UNIT 

JOB DESCRIPTION 

Position/Title: Contract Manager 

Reports to:  Director of Contract Management 

Summary Description: Manages contracts for a specific service or services, as delegated 
by the Director of Contract Management. Manages contracts in a standardized and 
documented manner, and in accordance with legal requirements, city policy and CMU 
systems. Applies the highest standards of professionalism and objectivity to all aspects of 
the contracting process in order to protect the interests of the City Council. 

Specific Duties: 

1. Manage the preparation, tendering and/or negotiation of contracts with service 
providers under the leadership of the Office of Legal Counsel. 

2. Manage the development of terms of reference, scopes of work, performance 
criteria, monitoring plans and reporting requirements that form the basis of 
contracts with service providers. 

3. Coordinate (or, at the direction of the Director of Contract Management, lead and 
coordinate) the evaluation of proposals for competitively tendered services, and 
prepare the final evaluation report. 

4. Coordinate and facilitate the participation of staff of the CMU and other relevant 
departments of City Government as required, and integrate their inputs, in the 
preparation, tendering, negotiation and evaluation of contracts with service 
providers.

5. Routinely monitor the compliance of service providers with the terms of their 
respective contracts and in accordance with the agreed monitoring plans; and 
maintain monitoring records and prepare reports as required by the CMU 
monitoring system. 

6. Monitor service providers’ compliance with legal requirements for securing and 
maintaining licenses. 

7. Report routinely to the Director of Contract Management on the status of service 
delivery procurements and negotiations, and on the performance and compliance 
of service providers. 

8. Inform the Director of Contract Management when the inputs of staff of the CMU 
or other departments of the City Government are needed. 

9. At the request of the Director of Contract Management, prepare periodic reports 
on the performance and compliance of service providers to be submitted by the 
Executive Director to the responsible Portfolio Committee Chairperson. 

(Sept. 17, 2002) 



CITY OF JOHANNESBURG 
CONTRACT MANAGEMENT UNIT 

JOB DESCRIPTION 

Position/Title: Director of Contract Management 

Reports to:  Executive Director 

Summary Description: Manages the procurement, negotiation, and contract fulfilment 
process (hereinafter referred to as contract management) as it relates to capturing the policy 
objectives of the Council in contracts with service providers.  Ensures that contract 
management is conducted in a standardized and documented manner, and that Contract 
Managers carry out their duties in accord with the highest standards of professionalism so 
as to protect the interests of the Council. 

Specific Duties: 

1. Oversee and approve the development of terms of reference, scopes of work, 
performance criteria, monitoring plans and reporting requirements that form the basis 
of contracts with service providers. 

2. Request the services of the staff of the CMU and other relevant departments of City 
Government as required in the negotiation of contracts with service providers; 
coordinate and facilitate their participation and ensure the integration of their inputs 
in the negotiation process.

3. Appoint the evaluation team and lead the evaluation of proposals for competitively 
tendered services, and forward the evaluation report to the Executive Director with a 
recommendation. 

4. Manage the negotiation process, review negotiated contracts and forward them to 
the Executive Director with a recommendation. 

5. Keep other staff of the CMU informed about issues encountered in the monitoring 
and enforcement of contracts with service providers and advise them when their 
input or action is required.  

6. Report routinely to the Executive Director on the status of all services being 
negotiated or under contract, the performance of both the service providers and the 
City, their respective compliance with the terms of contracts, and any issues needing 
attention and resolution by the Contract Management Unit or referral to the City 
Manager.

7. Prepare periodic reports on the performance and compliance of service providers to 
be submitted by the Executive Director to the responsible Portfolio Committee 
Chairperson. 

Management Responsibilities:

8. Lead and direct staff in the Contract Management Directorate such that they are able 
to perform their duties and support the objectives of the Directorate. 

9. Delegate the management of one or more specific contracts to individual Contract 
Managers.

10. Develop and maintain systems to monitor the activities of the Contract Managers and 
ensure the quality and professionalism of their performance. 



11. Brief and direct external consultants to the Contract Management Directorate so that 
they work within clearly defined terms of reference and the allocated budgets.  

12. Prepare, monitor and control the annual budget allocated to support the activities of 
the Contract Management Directorate so that expenditures are in line with the 
requirements of the Contract Management Unit. 

(Sept 17, 2002) 



CITY OF JOHANNESBURG 
CONTRACT MANAGEMENT UNIT 

JOB DESCRIPTION 

Position/Title: Executive Director 

Reports to:  City Manager 

Summary Description: Directs the implementation strategy that transitions the 
delivery of public services in the City of Johannesburg into a contractual, business 
relationship between the UAC’s, or other contractual service providers, and the Council, as 
client and representative of the people. Translates public policy, in terms of public service 
delivery, as defined by the Council through its various Portfolio Committees, into contractual 
standards of performance, captured in enforceable contracts with public or private service 
providers. Monitors the implementation of contracts to ensure that Council is able to 
discharge its responsibility for delivering essential public services. 

Specific Duties: 

1. Interact with and provide reports to Portfolio Committee Chairpersons. 
2. Interact with and report to the City Manager on relevant issues. 
3. Represent the City Manager, before the Council, on matters relating to the performance 

of service providers whose contracts are managed by the CMU. 
4. Provide final review, and approval of the procurement process followed, for all openly 

competed service contracts managed by the CMU. 
5. Recommend to the City Manager the award and signature of all openly competed 

service contracts. 
6. Provide final review of, and recommend to the City Manager for signature, all contracts 

negotiated by the CMU. 
7. Inform the City Manager regarding the compliance or non-compliance with contracts by 

both service providers and the City, and recommend actions to be taken in this regard.  
8. Manage liaison activities for, and on behalf of, the Council relative to the delivery of 

public services. 
9. Act on behalf of the Council, in its role as client, in accordance with the rules stipulated 

in contracts with service providers. 

Management Responsibilities: 

10. Oversee the operational management of the CMU and provide strategic direction. 
11. Plan and prepare the annual operating budget of the CMU and submit budget requests 

to the City Manager. 
12. Manage the operating budget of the CMU within the expectations of the City Manager. 
13. Lead and direct the staff within the CMU and ensure that proper career development 

plans are in place. 

(Sept. 16, 2002) 
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CITY OF JOHANNESBURG 
CONTRACT MANAGEMENT UNIT 

JOB DESCRIPTION 

Position/Title: Legal Counsel 

Reports to:  Executive Director 

Summary Description: Provides legal advice to the CMU and, through the Executive 
Director, to the relevant Portfolio Committee Chairperson on matters relating to the activities 
of the CMU.  Formulates contracts, leads negotiations with service providers, and manages 
licensing regimes and a dispute resolution regime as they relate to the activities of CMU. 

Specific Duties: 

1. Formulate terms and conditions, to be used in all contracts, that are to be negotiated 
and monitored by the CMU. 

2. Develop standard templates for contracts. 
3. Review the existing by-laws of the City of Johannesburg and facilitate the 

promulgation of new by-laws, or amendments to existing by-laws, when needed to 
support service delivery contracts. 

4. Develop, establish and manage breach and dispute resolution mechanisms so that 
all issues of breach and dispute between the Council and the service providers can 
be dealt with consistently. 

5. Develop, establish and manage licensing regimes for relevant services. 
6. Advise contract managers on compliance matters and recommend actions to be 

taken in instances of non-compliance. 
7. Provide legal advice relevant to the activities of CMU to its staff. 
8. Monitor and review the development of national and international legislation and 

legal practices and advise the CMU on new requirements and practices that affect its 
activities.

9. Lead the negotiation of contracts with service providers. 
10. Advise and collaborate with service providers and coordinate with other sections of 

the City on legal matters of mutual concern. 
11. Prepare and make all periodic reports on the legal issues being addressed by the 

CMU to be submitted to the responsible Portfolio Committee Chairperson by the 
Executive Director. 

12. Prepare legal components of periodic reports on the performance and compliance of 
service providers to be submitted by the Executive Director to the responsible 
Portfolio Committee Chairperson or referral to the City Manager. 

13. Report routinely to the Executive Director on the status of all services being 
negotiated or under contract, and on all legal issues requiring attention and 
resolution by the Contract Management Unit. 

Management Responsibilities:

14. Lead and direct staff in the Legal Counsel Section such that they are able to perform 
their duties and support the overall objectives of the Section.  
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15. Brief and direct external legal counsel, so that they work within clearly defined terms 
of reference and the allocated budgets.  

16. Prepare, monitor and control the annual budget allocated to support the activities of 
the Legal Section so that expenditures are in line with the requirements of the 
Contract Management Unit. 

(Sept. 16, 2002) 



CITY OF JOHANNESBURG 
CONTRACT MANAGEMENT UNIT 

JOB DESCRIPTION 

Position/Title: Needs Assessment Analyst 

Reports to:  Director of Technical Research and Evaluation 

Summary Description: Analyses consumer needs for, level of satisfaction with, and 
willingness-to-pay for the various services for which contracts are managed by the CMU. 
Analyses the impact on the aforementioned services of proposed and approved national 
standards of service quality, access to service, and other technical standards. Provides 
analytic support for the development of policies, strategies and contractual terms for meeting 
consumer needs and complying with mandated standards. Assumes other related 
responsibilities as directed by the Director of Technical Research and Evaluation. 

Specific Duties: 

1. Supervise the preparation and implementation of surveys on the availability and 
quality of services, and the expectations and ability/willingness-to-pay of the 
served public, collaborating with the Tariff Analyst in the case of ability and 
willingness-to-pay studies. 

2. Monitor, analyse, and prepare reports on all proposed bills, national legislation 
and regulations that mandate standards of service quality, access to service, and 
other technical standards and that affect (or would affect) the services for which 
contracts are managed by the CMU. 

3. Contribute to the preparation of policy recommendations on access to service, 
service expansion, and service quality standards.  

4. Evaluate or participate in the evaluation of whether strategies and plans 
proposed by the service providers for expansion, upgrades and operational 
improvements are likely to meet the needs and expectations of consumers, are 
consistent with the City’s overall development plans, and satisfy legal and policy 
requirements.

5. In cooperation with the staff of the Economic and Regulatory Research 
Directorate, analyse the financial impact of changes in laws or regulations on the 
affected services. 

6. Collaborate with the Performance Benchmarking Specialist to ensure that 
technical performance and service quality indicators are defined so as to 
measure relevant outputs and that the related targets and standards, that are 
incorporated into contracts with service providers, are consistent with policies 
regarding consumer access to service and mandated standards.  

7. Provide technical input to the Contract Managers in the preparation of terms of 
reference, scopes of work, and performance criteriathat reflect Council policy and 
other legal requirements with regard to access to service, service quality and 
technical standards. 

8. Report routinely to the Director on the status of all assigned tasks. 

(Sept. 18, 2002) 
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Subject Draft Tariff Planning Process 
Dated September 2002, Presented by 3P 

To Phindile Nzimande & Prem Govender  

From David Keith and Thelma Triche 

Date September 17, 2002 

Review of Draft Presentation 

At Prem’s request, we reviewed this presentation.  It is a good start. 

Here are our notes on it: 

1) It may not be possible to adopt a multi-year tariff for several years, until the whole 
process of CMU interacting with the UACs settles in.  CMU may need to set annual (or 
near-annual) tariffs for quite a while yet.  Multi-year tariffs are helpful to attract investors 
by providing them certainty of tariff regime.  However, the UACs are MOEs, not private 
companies, so this benefit can be ignored.  In the near term, we expect that annual CoJ 
budgets and other CoJ actions (on billing & collections, collective bargaining, debt 
financing, and pass-through tariffs) will remain a primary determinant of financial 
viability.  As long as that is the case, it will be difficult to establish a multi-year regime.  

2) Multi-year cycles also lighten a regulator’s workload, but we suggest that be 
accomplished another way. To level the workload, and to help “settle in” the CMU 
process, we suggest that it would be good this year (2002/2003) to begin transitioning 
many of the various UAC tariff cycles away from the annual City budget cycle.  It would 
also be good to transition the UACs into logical sets, so that these sets are spread 
across the year.  Those sets can be determined to manage Research and Contract 
Manager workloads.  To do that, CMU could set some tariffs this year that would apply 
for the next 6 months, others 9 months, some 12 months, 15 months, 18 months, and 
so forth.  This would put the UACs into a sequence.   After setting up the sequence, 
phasing, then 12-month tariffs could be set annually (evolving to multiyear in some 
cases, once CMU and UACs get comfortable with the process). 

3) It is critical that CoJ (and its UACs) be allowed to pass-through directly to UAC 
consumers those wholesale (bulk supply) costs that are dictated by external actors and 
over which the UACs have little or no control.  Examples of such bulk suppliers are 
principally Rand Water and Eskom, but another externality may be diesel oil prices, as 
paid by Metrobus (which fluctuate with world oil prices).  If the City continues to regulate 
“final” (or aggregated) retail tariffs, then the value-added distributors like City Power and 
Joburg Water will be squeezed.  Instead, the distribution tariff (only) should be 
determined by CoJ/CMU, with the bulk supply cost fully passed-through.  In California 
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recently, the unenlightened policy of regulating aggregated retail tariffs led to the 
bankruptcy of the two largest electricity distribution companies in the state, Southern 
California Edison and Pacific Gas & Electric, when wholesale tariffs rose significantly.  
This ultimately led to a bailout by the California state government, costing taxpayers 
billions of dollars. In order to create incentives to reduce consumption, the UAC may be 
granted somewhat less than the full cost increase.  This is commonly done by creating 
a “price index minus X” escalation clause on the pass-through element.   

4) 3P’s Slide 6 mentions potential under-recovery.  This is always a challenge, but we 
wonder what perspective is assumed here.  This could be under-recovery resulting from 
a flaw in the tariff design or poor performance by the collection agent.  If collections are 
still handled by the CoJ, this is a problem over which the UACs seem to have little 
control. It could also be that this comment of under-recovery relates to the previously-
mentioned pass-through items such as Rand Water.  That could result in a severe 
squeeze on the UAC.  If it is unable to pay the bulk supplier, there could be dire 
consequences. 

5) Slide 6 mentions short time frame for CMU to review.  While this seems true, because 
the process is a continuous cycle there is actually an opportunity for CMU to define a 
process that will allow more time for review, as the cycle goes on.  UACs could be 
required to deliver a tariff proposal several months in advance of what might be called 
the “Committee high season”, with the high season process being limited to defining a 
few key “plug in” parameters in the tariff.  Councillors could be provided with input in the 
form of sensitivity analyses around those plug-in parameters.  We need to be clear on 
whether it is a formula that is being approved by Council or the tariff itself. If it’s a 
formula, then timing of the formal decision can be done well in advance of the high 
season.  If it is the actual tariff to be charged and cannot be adjusted without Council 
approval, time is important. 

6) Slide 7 says that a cost reflective model is a must.  We agree.  But the second line calls 
for “life cycle capital costing”.  This implies an economic, rather than financial, tariff 
model.  We doubt that an economic cost of service model is realistic, given the massive 
cross-subsidies inherent in “free basic services”, now being borne by larger users of 
water and power.  Instead, the level of tariffs (average tariff) must be based on financial 
revenue requirements.  The structure of tariffs may be informed by life cycle costs (or 
long run marginal costs), For example, in most countries small household consumers 
pay the highest electricity tariffs, because of the high long-run marginal cost of 
connecting individual consumers.  However, given the recent adoption of “free water 
and free electricity tariffs”, transition to tariffs based on life cycle cost principles will be 
difficult.  We therefore suggest that only a simplistic model of economic costs be 
created for each UAC, and we believe this will do well-enough to inform decision-
makers.  A detailed, UAC-specific, financial revenue requirement model is the most 
practical/feasible approach in the near term, and must be the basis of tariff design. 

7) Slide 7 describes the model as being based on a basket of drivers.  We’d prefer to 
suggest that the tariff model be based on a model of the UAC itself, perhaps the UAC’s 
most recent annual budget.  Here’s how we suggest CMU and the UAC proceed to take 
steps to develop such models:   
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a. We expect each UAC already has an existing annual budget model in 
spreadsheet form, which is probably developed on a monthly basis, and lists all 
the customary cost parameters of the business.  If not, they should prepare one!  

b. We suggest that, to initiate the process, each UAC’s budget model be adapted 
to become the core of its tariff model.  The first adaptation will be to convert the 
plan to an annual basis, and to use it to project a model of the business out over 
a longer-term horizon.  We suggest 5 years.   

c. Next, an “input section” should be added to the model to accept a number of 
input parameters, or drivers.  These will depend on the business, but will also 
include external parameters such as inflation.  These variables should feed into 
the core model, so that changes in variables result in changes within the core 
model.

d. Next, the “output section” of the model should be built, to produce a number of 
output reports.  Most notably, this must include  a complete set of pro forma
financial statements (balance sheet, income statement, sources and uses of 
funds, for each year).  In addition to the pro forma’s, the various customary 
annual financial performance ratios should be outputs calculated by the model. 

e. The model can then be used for model scenario runs and sensitivity tests, to 
study the effects on these financial pro forma’s to variations in the parameters 
over time.

8) We expect that the “interlocking” of the tariff cycle and its phasing with capital budget is 
detrimental to good management at UACs, CMU, and elsewhere in CoJ, and so we 
recommend de-coupling in a rational well-organised way, as mentioned in item 2) 
above.

9) Slide 7 calls for 20-year projections.  We normally use a 20-year horizon for economic 
models, such as long-run marginal cost estimates.  However, normally we develop 
financial revenue requirement tariff models projecting for not more than 5-7 years.  The 
exception would be in the case of a specific transaction to be simulated, such as a 20-
year concession term.  There are many uncertainties as regards financing in the outer 
years, and the rate of divergence of financial parameters (such as inflation) can result in 
things happening to the tariffs that might seem alarming to a Councillor, but could be 
avoided by good financial management.  With today’s large spreadsheets, it’s possible 
to project 20 years, but the outer years are not going to be very useful for setting tariffs, 
or normal decision-making in the case of the CMU and its relations with MOE’s under 
SDA’s.

10) Slide 8 expects “deviations” (presumably in UAC costs) in the 3-year period could result 
in “huge tariff hikes” at the end of the period.  On the contrary, we expect that well-
designed indexation mechanisms will actually result in the reverse being true.  Under a 
well-designed indexation regime, escalation of “primary” costs are already covered, 
thereby preventing these feared hikes.  Therefore, when it is time to carefully examine 
the tariff at the end of the period, the regulator has the opportunity to uncover 
efficiencies that the company has obtained through “secondary and tertiary” effects.  
The result is often an opportunity to reduce tariffs (or improve service levels), rather 
than the dreaded “huge tariff hikes”.   
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11) If “deviations” really turn out to be as bad as suggested, then either the tariff design 
(including its escalation clause) is flawed, or the UAC may have agreed to service 
quality standards or targets that it cannot afford to fulfil, or the service provider does not 
have sufficient incentives to increase efficiency.  Either way, the company will have 
suffered great losses in the interim and will already have begun to request increases in 
tariffs or adjustment to SDA’s.  The CMU’s Contract Manager will be at the forefront of 
such discussions through monitoring and regular contact.  The Director of Contract 
Management may have called upon the Director of Economic Research to undertake 
an evaluation to investigate the matter. 

12) Slide 8 notes potential elasticity problems with a 3-year process.  Perhaps this note 
simply serves to amplify the “huge hikes” line above.  We suppose the point being 
made is that large tariff increases may result in a decrease in consumption, particularly 
by the larger users who will start to conserve. This results in a shortfall in revenue. 
Certainly price elasticity of demand is an effect that needs to be considered.  However, 
demand is relatively inelastic for most of the services UACs provide.  As inflation 
occurs, if tariffs are not adjusted, consumers will tend to use more of the service, based 
on positive income elasticity (increased ability to pay what amount to declining real 
prices).  But normally, under an indexation regime, tariffs keep up with inflation, and 
hence the price elasticity effects cancel out the income elasticity effects and overall 
effect on consumption is fairly negligible. A good first principle in tariff-setting in a 
growing system is to keep tariffs constant, at least, if not raise them to pay for the high 
marginal cost of expansion.  But here constant refers to real terms, not nominal Rand.  
Of course that means that in a negative inflation scenario, tariffs should be coming 
down.  We’ve seen that happen recently in a developing country, after its currency 
strengthened.  There, tariffs went down, to the utility company’s detrimental effect, 
resulting in job losses.  There needs to be a zero limit (ratchet) in the formula, to 
prevent the UAC being unnecessarily starved by negative indexation. 

13) Slide 8 notes “political debate and resistance from rate payers” to tariff process.  While 
challenging, we expect that public participation in the tariff process is a good thing, 
overall, and a challenge to be welcomed.   Let’s call this challenge an opportunity! We 
suggest that a campaign to educate consumers on the true cost of services and what 
the Council is doing to promote efficiency may be needed.  

14) To summarize from Slide 11: 

a. We suggest a term shorter than 3 years (12 months nominal, but staggered in 
groups of 6 – 18 months for this next year to set up the sequence). 

b. We suggest a 5-year planning horizon for financial models.  We suggest the 
longer horizon of 20 years apply only to economic models (long-run marginal 
cost, or life cycle cost models). 

c. We suggest that the tariff process be de-coupled from the other City Budget 
processes, to the extent feasible. 

d. We suggest a detailed financial model for each UAC, which is updated every 
year.

e. We suggest a simple economic model for each UAC, which is updated only 
every 5 years. 
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f. We suggest the use of pass-through tariffs to address the over- and under-
recovery of bulk supply costs,with some incentives to improve efficiency 

g. If the last bullet on Slide 11 means something else (such as under-recovery due 
to collections problems or theft, or over-recovery due to an unforeseen increase 
in demand), then we think normally these would not be cause for tariff 
adjustment by indexation mechanisms. If the City’s collection service is not 
performing, the service provider needs some recourse. 

15) The formula tabled by 3P in the closed session at CMU (without explanation or 
discussion) has several problems.  This is apparently a water business formula, given 
its nature, but we assume it was intended to be generic.  First, we suggest CMU 
question whether its source was 3P, Joburg Water, Ondeo, or a textbook.  If this is a 
proposed formula, CMU needs to review this formula very carefully.   

a. The formula sets up no less than seven items of cost pass-through.  In our 
experience, seven items of pass-through is too many, since it transfers too much 
risk to the consumer or regulator, and surpasses the ability of consumers to 
understand what is going on.  Indexation needs to be linked to cost elements.  
The simplest indexation would be to take the whole tariff and multiply times “CPI 
minus X”, where X is an efficiency parameter.  Such tariffs are easily understood 
by consumers.  However, in our experience, there may be effects due to an 
external factor (e.g., exchange rate) that could impact the producer.  Finally, 
effects from other factors such as commodity prices may be sufficiently relevant 
for indexation, though these are generally less well-understood by consumers.  
In summary, the formula needs to be transparent, understandable, and fairly 
easy for consumers to check.  For the purposes of the first set of UACs, we 
believe indexation should be set against not more than 3 parameters.   

b. As noted above, we prefer to see bulk supply costs a straight pass-though, 
rather than part of the indexation.  

c. Indexation items need to be attached to definable, well-documented cost pools 
(e.g., “80% of operations and maintenance costs adjusted by CPI”, or “25% of 
debt service costs adjusted by exchange rate”, or “90% of fuel purchases 
adjusted by world oil prices”), with coefficients (multiplier factors) carefully 
developed to allow for reasonable protection and promote efficiency 
improvements).  The development of the cost pools requires some effort. 

d. The formula chases its own tail (or obfuscates reality) by requiring forecasting of 
costs (subscript n+1).  Forecasting of future costs is of course impossible, which 
is the whole point of indexation!  An indexation formula must be based on reality 
- only considering changes during a specific prior period, changes that the 
consumer can check up on (like published exchange rate).   

e. The forecasting approach also doubles the number of elements to 14, 
introducing further complication.   

f. The formula uses statistical reports from Central Statistical Services to estimate 
labour costs.  If the City continues with collective bargaining, it may be 
appropriate to index for labour costs, but the parameter should be the actual 
result of the most recent bargaining agreement, not some statistical parameter.   
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g. In some regulatory regimes, a well-known statistic such as CPI is applied 
against total operating costs. If so, then the formula on item 5 is appropriate.  In 
addition, absent the CoJ’s specific collective bargaining result as data input, CPI 
could also be applied to labour costs.   

h. In fact, we believe using CPI instead of the collective bargaining agreement may 
create more incentives for efficiency, in the long run, because then CPI will come 
to drive the collective bargaining process.  When unions succeed in getting a pay 
rise more than CPI, UACs will have the incentive to cut jobs to compensate, if 
they are allowed to do so.  If unions agree to hold salaries below CPI, either 
consumers will benefit through lower tariffs, or UACs will have the incentive to 
create jobs. 

i. The formula for item 6 (interest) is not normally indexed, since most loans for 
infrastructure are long-term debt at fixed interest rates and do not vary unless 
long-term debt is restructured.  Short-term debt can be minimized through 
management of collections and expenditures.  The MOE should be given some 
incentive to structure its debt so as to optimise its finances, rather than simply 
passing interest costs through.   

j. The formula for item 6 as written buries the foreign exchange risk, which will 
normally be incurred on long-term (dollar-denominated) debt, into merely an 
interest parameter.  The Rand exchange rate is a continuously varying 
parameter that is easily measured, and that can significantly affect infrastructure 
businesses.  If it is important in South Africa, then it ought to be brought out as 
an appropriately-designed term.  That’s the way we treat it in most developing 
countries.  But RSA is much more advanced (self-reliant) than most developing 
countries, as evidenced by the wide gap between the fall of the Rand and the 
increase in CPI. If a significant fraction of debt is denominated in foreign 
currency, then an exchange rate indexation mechanism may be warranted.   

k. The intent of item 7 is not clear to us.  Normally, capital expenditure is not 
covered in the tariff indexation clause.  Instead, the company is allowed to 
recover depreciation plus an agreed rate of return on net (un-depreciated) 
assets.  Item 7 implies either that the rate of return will be adjusted for inflation 
(at CPI) or that the assets will be continuously re-valued at the rate of inflation 
(CPI).  Neither approach is warranted, in our experience.  The normal approach 
is to leave the rate of return constant, and allow revaluation of the assets (but 
only at infrequent intervals).  The revaluation should not be through an index 
parameter on the tariff, but rather an adjustment (not more often than annual) to 
capture the change in asset value, with the regulator expressly approving the 
revaluation.  This should be done by an engineering evaluation every few years 
(we suggest 5 year intervals) adjusted in between (at not more than annual 
intervals) by inflation.  In the case of asset revaluation, inflation would be better 
measured by Producer Price Index, rather than CPI, because PPI better 
approximates the cost of infrastructure assets. 

l. The formula for item 7 (capital expenditure) uses CPI as an indexation 
parameter.  In our experience, that would be an inferior measure.  Other 
measures we suggest, in order of preference, are: 

i. Direct, discrete changes to capital rate base (step function increases, agreed 
in advance), based on introduction of a new asset into the rate base.  The 
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utility is granted a rate increase to cover debt service costs and allow a rate 
of return once the new asset is commissioned; 

ii. Foreign exchange rate adjustment to a distinct fraction of the rate base, to 
account for the high imported content in equipment and that many loans are 
denominated in international currencies. 

Utility tariffs are often developed through tariff studies.  These are not just science, they are 
something of an art.  Tariff studies are usually done by consulting firms for the company, or for 
the regulator.  We’d be glad to advise on such studies.   

We can discuss this before we leave if there’s time. 
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Subject Draft Monitoring and Evaluation Report 
Dated July 2002, Presented by David Storey of Resolve 

To Phindile Nzimande & Prem Govender  

From David Keith 

Date September 17, 2002 

Review of Draft Report 

At Prem’s request, I reviewed this report.  It is a very good piece of work. 

Here are my notes on it: 

1) I suggest CMU elaborate on the "control system" aspect of monitoring, as I drew on the 
flip chart.  That elaboration would show that it is the Contract Manager who is 
responsible for monitoring (or getting monitoring done).  He/she uses that monitoring to 
exert control over municipal-owned entity (MOE) performance.  He/she also uses that 
monitoring to determine the need for "emergency" evaluations (repeated failure of an 
MOE to meet its KPI).  He/she is also responsible for ensuring that data is collected for 
all regular evaluations (those conducted on an MOE every few years).   All evaluations 
would be conducted by the research directorates (whether economic or technical, or 
both).  Those directorates obtain consultancy services if needed. Evaluations would be 
used to re-form SDAs.   

2) It is hinted in the document on page 9 that UACs need to participate in the process in 
order to buy into it.  I suggest that be much more explicit.  The onus ought to be on the 
MOE's in the first instance to define the monitoring program, since they know what data 
is obtainable.  They should propose the data collection scheme, for CMU approval.  I 
expect that most MOE's will be honest and conscientious, and that the regime they 
propose will be better than CMU expects.  For those that are not obliging, CMU can 
send them back to the drawing board, or can intervene.  Then over time, as the process 
unfolds and SDA's evolve, CMU can seek to raise the bar on KPIs. 

3) The table on page 13 indicates that City Manager and Mayoral Committee “should 
establish from above what they want to measure”.  I'm afraid this suggestion may lead 
to requirements that CMU/CoJ/UAC cannot afford.  The higher-ups should limit their 
role to setting policy, not dictating measurement.  Rather than what they want to 
measure, they ought to establish what they want to see achieved, then let the CMU and 
MOEs define the appropriate measurement to indicate results. 

4) I suggest CMU err on the side of simplicity from the outset in monitoring.  Monitoring 
can be relatively cheap, especially if it is vested in one individual (a contract manager) 
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and with a proper registrar/filing library at CMU.  With a contract manager having more 
than one MOE to monitor, the cost can be less than one full-time person, but of course 
the magnitude of the effort needs to be handled within his/her ability.  CMU should not 
expect to hire consultants or outsourcing the monitoring function.  

5) Evaluation is a research project, and research can be expensive.  So it ought to be 
either regularized (and budgeted for) or undertaken based on an identified need or 
weakness (with a budget set aside for such emergency evaluations based on KPI 
failures).  The contract manager will be the person best able to identify the need for 
such emergency research, and will inform his/her director.  Each evaluation project 
ought to be handled through a task order process from the director of contract 
management to the research directorate(s).    Each project ought to be treated as an 
investment, designed and costed beforehand, with consultants used as required.  The 
research directorate(s) should be responsible for evaluations, including retaining 
consultants. 

Suggestions on Unpacking M&E 

The following are some additional slides I’ve added to the Strategic Plan set, intended to 
describe how the CMU and SU monitoring functions might be best separated. 

Monitoring
Monitoring Is A Continuous Process

• CMU
– Objective of monitoring is 

to enable control of SDA

– Monitoring is active

– Monitoring the past and 
present

– Monitoring is a key aspect 
of contract management

– Each SDA must have its 
own monitoring regime to 
ensure SDA compliance 
and to allow tariff 
formation

– Monitoring also provides 
data for subsequent 
evaluation 

• SU
– Objective of monitoring is 

to enable consolidation of 
results

– Monitoring is passive

– Monitoring the past

– Monitoring actions of MOE 
Boards through Minutes of 
Board meetings

– Monitor financial 
performance of MOE’s
through normal quarterly 
financial reports
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Evaluation
Evaluation Is By Discrete Studies/Projects

• CMU
– Objective of evaluations 

is to improve service 
delivery

– Evaluate performance 
against SDA’s

– Evaluations persuant to  
tariff formation

– Evaluations and 
research toward 
improving KPIs

• SU
– Objective of evaluations 

is to improve corporate 
governance

– Evaluate performance 
of Boards

– Evaluate performance 
of auditors

– Evaluate asset 
condition and valuation

– Conduct due diligence 
prior to transactions
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Subject Suggested Performance Contracting Approach 

To Phindile Nzimande  

From David Keith and Thelma Triche 

Date September 19, 2002 

Concept

As mentioned in Misty Hills, we suggest that CMU institute a “performance contracting” 
approach to the formation and renegotiation of service delivery agreements (SDA’s) with 
municipal-owned enterprises (MOE’s).    

The objective of such a system would be to more clearly establish what benefits the City is 
buying and what price is being paid for these benefits.  The system would provide a basis for 
renegotiation of SDA’s and tariffs on a set of principles toward achieving a balance of costs 
and benefits. 

The core concept of performance contracting as described here would be to allow CoJ to strike 
an optimal bargain between tariffs and performance targets.  Performance against 
performance targets is measured by key performance indicators (KPI’s). 

Types of KPI’s

1. Type 1 performance targets and KPI’s are “normal course of business”, meeting 
standards and resulting in an agreed level of service delivery.  This normal course of 
business is defined in general terms in the SDA, but may also have KPI’s to be verified.  
In order to fulfil Type 1 KPI’s, the MOE will need to manage its business properly, but 
need not take on new staff or incur any additional costs. 

2. Type 2 performance targets KPI’s set out “stretch” goals, such as toward improving 
service delivery quality, increasing employment equity, or achieving other CoJ 
objectives.  Type 2 KPI’s are either new KPI’s, or substantial improvements to existing 
KPI’s.  In order to fulfil Type 2 KPI’s, the MOE will need to carry out a “project”, which 
could call for taking on new staff, incurring maintenance costs, hiring consultants, or 
making a capital investment. 

Attributes of KPI’s

1. Performance targets must be measurable. 

2. The KPI’s must be a valid measure of performance. 
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3. KPI measurements must be reliable (repeatable using the available instruments). 

4. KPI measurements should be independently verifiable.   

5. KPI’s should be quantifiable and time-bound. 

6. If possible, performance should be measurable over intervals during the year and 
tracked, not left till year-end. 

Performance Contracting for Type 1 KPI’s 

¶ Type 1 KPI’s are the basic part of the SDA.  Through the SDA, performance is required, 
and hence the SDA is a “performance contract”.   

¶ However, it does not appear that CoJ’s SDA’s, as written, contain performance incentives.  
Where possible, there should be incentives set out for performance of Type 1 KPI’s. 

¶ Normal performance incentives for private sector contracts are compensation in terms of 
money - a higher rate of return or profit margin is allowed by the regulator.  This is probably 
the most desirable approach, but may not be possible with the MOE’s. 

¶ MOE management compensation may be the only lever CMU has to enforce performance.   

- “Excellent” performance that exceeds expectations should result in bonuses.  

- “Good” performance that meets contract expectations should result in continued 
employment for the management of the MOE.

- Correspondingly, “unsatisfactory” performance should lead to “performance 
improvement plans” with quantifiable targets related to these KPIs, which should 
lead within a few months to either rehabilitation or removal from office.  

¶ Type 1 KPI’s should be set in an evolutionary way.  Both parties should agree that the 
concept of “raising the bar” is part of the contract.   

¶ Thus, Type 1 KPI’s should be increased (but only slightly) each year, to obtain the marginal 
increases in performance and efficiency that would normally accrue in a well-operated 
commercial business. 

Performance Contracting for Type 2 KPI’s 

¶ Type 2 KPI’s should be set on the basis of a proposal/approval process, which results in 
projects being undertaken (leading to the introduction of new KPI’s, or substantial 
improvements to existing KPI’s).  The process could lead to a decision not to proceed, in 
which case the KPI’s remain unchanged.  

¶ Either party to the SDA can initiate proposals. MOE’s can come up with unsolicited 
proposals, based on their knowledge of the business.  CMU can issue a request for 
proposal, based on research into best practices, or CMU’s experience in SDA contract 
management.   

¶ All MOE capital investment projects (over a threshold of R__ million) must be subjected to 
a Type 2 KPI proposal/approval process.   
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¶ Proposals should be made to CMU in a standard form, describing various elements such 
as the following: 

1. Executive summary (2 pages maximum). 

2. General situation of service delivery and the state of the enterprise.  

3. Specific complication giving rise to the performance aspect to be subject of a KPI. 

4. Objective of the project, what question is to be answered, or what problem is to be 
solved.

5. Solution proposed – description of the project, in terms of what will be done, what 
technology will be used, how the project will be carried out, who will do it, when it will be 
started and completed, where the installation will be made, etc.  

6. Expected benefits, in the form of improvements to KPI’s.  These should be quantifiable 
and time-bound.  CMU should be readily able to establish or revise KPI’s from this 
proposal.

7. Risks, describing how the project could fail to realize the expected benefits, and giving 
some estimate of the likelihood of failure. 

8. Cost of the project – to include all costs (capital costs, engineering or other consulting 
costs, interest during construction, increased operations & maintenance costs after the 
installation, increased insurance, etc.).  

9. Social and environmental impacts of the project – to be based on review of RSA 
environmental standards and the CoJ social policies. 

10. Tariff impact of the project – use the same tariff model as used by CMU/MOE during 
tariff formation to show how the project’s incremental costs and benefits will be 
reflected in tariffs going forward.  

11. Cost – benefit analysis of the project, using discounted cash flow project evaluation 
economics.  

12. Any other discussion. 

13. Recommendation of the MOE Board of Directors.  

14. Appendices of any other information, such as equipment specifications, manufacturers’ 
brochures, consulting studies. 

¶ The City’s Shareholder Unit (SU) should receive a copy of all such KPI proposals.  In some 
instances, proposals will precede capital allocations, and be part of the SU’s allocation 
process.  In other cases, the capital may be allocated before the proposal to CMU is made.  
Normally, SU will not be part of the approval process, but will be informed of the outcome. 



CMU Performance Contracting continued. . . 

- 4 - 

¶ CMU should make decisions on these projects based on its own analysis.  In making 
decisions, CMU should be able to articulate to Council all benefits, costs, and impacts of 
the project, for Council’s recommendation.   

¶ Once approved, CMU will enter into a “performance contract” for the Type 2 KPI, which will 
be an addendum to the SDA.  It will establish the key elements of the project proposal, to 
establish a project investment plan and an expectation as regards KPI’s to be achieved.  

¶ During the project phase, performance that “meets contract expectations” should result in 
continued employment for the project management team.  Performance that “exceeds 
expectations” should result in bonuses for that team, including MOE management.  
Correspondingly, “unsatisfactory” performance should lead to “performance improvement 
plans” which should lead to removal of the project management team.   

¶ It’s worth noting that investment projects provide an opportunity for corruption (such as 
through kickbacks), and CMU will be seeking certifications to prevent such acts.  Gross 
negligence or fraud in investment projects should lead to dismissal of MOE management.   

¶ Once the project is completed, the outcomes will be monitored for an appropriate period of 
time by CMU. 

¶ If successful, the benefits obtained will become part of the ”normal course of business”. 

¶ A process needs to be established for those projects that fail to achieve expected benefits.  
There ought to first be a “rehabilitation or recovery” phase in which attempts are made to 
salvage the project or obtain at least some degree of benefits.  In the case of outright 
failure, there need to be penalties, but the penalties should be balanced - the fear of failure 
should not be so great as to stifle innovation. 
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